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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20348

B-183327 S 11978
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Dear Mr. wWilson:

Your letter of Februairy 27, 1975, :reguested data on
profits, corporate tax payments and percentages, Droperty
taxes, and tne extent of CZovernment-owned buildings 2eing
used by specific conttractors.

During subseguent discussions with your office, it
was agieed that we would suorly data relating to the fol- o
lowing corporate organizations: General Dyrawmics, Foit g et
worth, Texasg, and Gioton, Conn.cticut; and voithiop Cor-
poration, Los Angeles, California. It was ftu.tner aqgteed
that we weruld furnisn adgiticnal information concerning
{1} tne firancial effects or General Dvnamics of the £~111
budget rescission, (2) tn: military contract ewards in
Califernia and Texas for fiscal yeairs 1971 throuqr 1974,
and {3) tne manne: 1in wnich Government-owred plants and
equipment were handled by the Air roice 1n eveluating the
cost proposals leading up to the F-16 contiact ward,

~e obtained our intor.ation from punlished cornorate
financial reports, Department of vetense revorts, contrac-
tor 1epresentatives, and tne Air rorce. The followine tac-
ulation summarizes the tinancial data tecuested. Reference
should be made, novevor, to the enclosures for gualifying
notes ani addition:l comgatative data. Ratios arz com-
puted for eacn consoalidatea corporaticn as 3 whole and do
not indicate the contiibution of each division to the
overall corporetion perfutumance. fthe profits oresented in
this report ate before rFfederal income taxes to nrevent any
distortion due to special tax considrracions,
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Selected Financial Data (ncte &)

1974 _
General Dynemics Northrop
Net income before tax $86,241,000 $33,415,000
Net income before tax es
a percent of total cost 4.58 4.03
Net income before tax as a
rate of return on total -
assets 7.94% 8.31%
Income tax expense $34,618,000 $15,279,000
Federal 23,861,060 11,358,000
Foreign 10,757,000 3,921,000
1674
Not throp
General Dynamics Los Angeles
Groton Fort Worth (note b,

Plants and equipment $117,531,000 $212,8900,000 $245,250,520

Government-owned 4,000,000 169,200,000 28,168,520
Company~owned 113,531,000 43,600,000 217,002,000
Percent
company-owned 9¢.6 20.5 88.5
Real and personal
property tazes $ 1,187,196 (c) S 5,944,000

Total military contract awards (FY 1971 through FY 1974)

Texas $ 9,359,801,000

California 24,439,932,000

a/See enclosurses I, II, and 1II.

b/Necthrop Corporations Aircraft Division nad $5,292,745 of

Government-owned plants and equipment at Hawthorne, Palmdale,
and Edwards Air Force Base, California and $96,700,083 of
company-owned plants and equipment at Hawthorne.

¢/The Court of Civil Appeals of Texas ruled on February 24,
1961, that the City and school district of Fort Worth,
Texas, had no authority to levy taxes on the company's build-
ings and pers..aal property located on land ceded to the Fed~
eral Government.

The cost proposal of General Dynamics for the P-16 air-
craft was predicated on rent-free use of Government-owned
plants and equipment. For evaluation purposes, General
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Dynamics provided the equivalent fair rental price of $6,866,812
for the full-scale development program and S15,314,643 for the
production program. Northrop also predicated its cost proposal
on rent-free use of GCovernient-owned plants and equiprent. Air
Force officials told us that no consideration was given to the
equivalent rental vaiues in evaluating cost proposals because
the amounts weie considered insignificant.

Federal funds for procuring 12 F-111 aircraft were re-
scinded effective April 8, 1975. Accotding to officials of
General Dynamics, this rescission will reduce business volume
abovt $108 million, the tulk of which will occur in 1976 and
1977. 1In addition, it is estimated that this rescission will
cause a layoff of many key skilled factory workers.

If we can be of further assistance, please let us know.

Sincerely yoursy, 4%
-~ ’I; "/é M‘?‘e
Leth4s (17

Comptroller General
of the United <tates

Enclosures - 3
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ENCLOSURE I ENCLOSURE I

SELECTED FINANCIAL DATA ON GENERAL DYNAMICS CORPORATION

AND CONSCLIDATED SUBSIDIARIES

1974 1973 1972
Net sales $1,968,416,000 S$1,641,799,000 $1,539,390,000
Total costs (note a) 1,882,175,000 1,576,938,000 1,458,932,000
Net income before

taxes 86,241,000 64,861,000 40,458,000
Arerage total assets
{(note b) 1,086,265,000 1,001,613,000 1,093,401,000

Net income before

taxes as a percent

of total costs

{note <) 4.58 4,11 2.70
Net income before

taxers as a rate of

return on total as~

sets (not. d} 7.94% 5.48% 3.70%
Total corporate

income tax expense $ 34,618,000 8 24,820,000 $ 14,416,000

Fedecal 23,861,000 22,828,000 12,831,000

Foreign 10,757,000 1,992,600 1,585,000
Sales for military

aircraft 255,700,000 336,400,000 231,200,000

Operating earnings
for military air-
crafs 29,300,000 22,900,00. 21,900,600

a/Total costs include cost of sales, interest experse, and other
deductions.

n/Aver-age total assets were computed by using the beginning and
ending balances of total assets for each year.

¢/1f we nad included extraordinary items in our net income before
taxes, the ratios for 1972, 1973, cnd 1974 would have been
2.58, 4.28, and 4.65 percert, respectively.

d/If we had included extraordinary items in our net income before
taxes, the ratios for 1972, 1973, and 1974 would have been
3.54, 6.58, and 8,06 percent, respectively.
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ENCLOSURE I ENCLOSUFE I

The above data was obtained from annual reports filed by
General Dynamics Corporation with Securities and Exchange Com-
mission, Form 10-K, for the yeais ended December 31, 1972,

1973, and 1974. Acccounting changes and reclassifications having
an impact on the financial statements as reported in the Form
10-K for 1974 follow,

In 1974 two General Dynamics' subsidiaries changed their
methed of pricing a partion of their inventories, previously
stated principally at average cost, to the lasi-in, first-out
method. The chanae had the effect of reducing inventory at De-
cember 31, 1974, by $7.6 million and earnings before extraoirdi-
nary 1tems (transactions that are unusual and infrequent) by
$4.0 million for the year chen ended. At December 31, 1974, in-
ventories, before advance and progress payments, of $94.3 mil-
lion are stated on the last-in, first-out method. There is no
cumulative effect of the change on previous years.

To comply with statements of the Financial Acccunting
Standards Board two subsidiaries had to change their method of
accounting rfor certain product development costs. Before
1974 such costs weie deferred and amotrtized over future
sales. In 1974, these costs were expensed as incusred. Finan-
cial statements of previous vears have been restated to reflect
a decrease as of January 1, 1973, in total assets (56.1 mil-
lion}, deferred taxes ($3.0 million), and retained earnings
($3.1 million). The effect of this accounting change on 1974
earnings before extraordinary items is an increase of $647,000
and an increase in earnings as previously reported for 1973
of $86,000.

In order to comply with an American Institute of Certified
Public Accountants Audit Guide, it was necessary for two finance
subsidiaries, which were accounted for on the egqguity method by a
consolidated subsidiary of the Corporation, to change their
method of accounting fot lezse revenue ftom e sum-of-the-months
digits to the effective yield method. The effect of this ac-
counting change on 1974 earnings before extraordinary items is a
decrease of $182,000. Financial statements for 1973 have been
restated to reflect a decrease in earnings before extraordinary
items of $347,000. There is no effect on the financial state-
ments for periods before 1973.

To conform to the statement classifications in 1974,
amounts billed and included in Government contitacts in process
and commercial programs in process have been reclassified to
accounts receivable in the financial statements as of Decem-
ber 31, 1973.
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ENCLOSURE 1II ENCLOSURE II

SELECTED FINANCIAL DATA ON NORTHROP CORPORATION AND

"SUBSIDIARIES ON A CONSOLIDATED BASIS

1974 1973 1972
Net sales $853,293,000 $698,967,000 $573,749,000
Total costs (note a) 828,482,000 630,007,000 560,760,000
Net income before
taxes (note b} 33,415,000 20,083,000 20,608,000
Average total assets
(note c) 402,261,000 363,833,000 361,661,000

Net income before

taxes a#s a percent

of total costs 4.03 2.91 3.68
Net income before

taxes as a rate or

return on total as-

sets 8.31% 5.52% 5.70%
Tctal corporate
income tax expense
{note d) $ 15,279,090 $ 8,475,000 $ 9,472,000
Federal 11,358,000 - -
Foreiqn 3,921,000 - -
Sales for military
aircraft 381,900,000 273,800,000 242,000,000
Cperating earnings
for military air-
craft 28,882,000 24,730,000 20,548,000

a/Total costs include cost of sales, interest expense, and other
deductions.,

h/Profits presented are before Federal income taxes to prevent
any cistortion due to special tax considerations. Northrop
Corporation did not report any extraordinary items for 1972
throuch 1974,

c/Average total assets were computed by using the beginning and
ending balances of total assets for each yerr. -

d/Federal and foreign income tax expense is not oresented for
1972 and 1973, since it was not available from published
sources.

The above data was obtained fr .m annual reports filed by
Northrop Corporation with Securiti:s and Exchange Commission,
Form 10-K, for the years ended Lecember 21, 1972, 1973, and 1974.
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ENCLOSURE 111 ENCLOSURE IIt

DEPARTMENT OF DEFENSE

.- CONTRACT AWARDS (aote a)

Fiscal Years 1971-74

i Total

: contracts
California Texas (note b)

1971--amount $5,292,653,000 S$2,721,795,0060 $ 28,605,092,000
Percsnt of
total 18.5 3.5 100
1972--amount $6,015,505,000 $2,491,742,000 $ 32,135,666,000
Percent of
total 1s.7 7.8 100
1973~--amount $6,214,501,000 $2,232,444,000 $ 36,065,075,000
Per~ent of
tital 20.7 7.4 100
1974-~-amnunt $6,917,273 000 §1,913,820,0G60 $§ 32,621,087,000
Parcent of

total 21.2 5.9 100

}

Tot=l 1971 \
through $24,439,932,000 $9,359,801,000 3129,426,920,000

1974

a/Data on contract awards by State does not provicde any ditect
indication as to the State in which the actual production .ork
was done.

b/Net value of toral contract awatds of $10,000 oL more.





